The  Municipal  Manager 
Umgungundlovu  District  Municipality 
P.CX  Box  3235 
PIETERMARITZBURG 
3200 


18  December  2007 


Dear  Dr  MN  Mngadi 


Reference:  21470REG06-07 


ta"css  sa  5sr  •"“» «“« 

t“"^'SScl™Si27<2’ """ " ■ « • — « 

=nn!°=,7  municipality  wi"  be  resPons'ble  for  publishing  the  attached  audit  report  as  part  of  the 
annual  report,  you  are  required  to  do  the  following;  P P f m 

(final  ,Printer's  Proof  of  annual  report  (which  includes  the  audit  report)  to 
the  relevant  audit  manager  of  the  Auditor-General  for  verification  of  thp  , 

re  ermCeS  bef0re  * iS  PrintBd  ° r C°pied'  Special  care  should  ba  taken  with  the  page 
references  in  your  report,  since  an  incorrect  reference  could  have  audit  implications  P 9 

The  signature  at  the  end  of  the  hard  copy  of  the  audit  report  should  be  scanned  in  whnn 
aSte?n|ithnrinnH  !he.rep°rt-  The  s'9nature  Auditor-General  in  the  handwriting  oHhe 

*"  "toi“ sis™'”  - - 

Please  notify  the  Provincial  Auditor-General  (Business  Executive)  well  in  advance  nf  the  H=t, 

muntii"^  reP°rt'  " th6  annUa'  reP°rt  COntai™n9  ‘hiS  aUdi*  rep°rt'  “e  tabt^afthe 


Private  Bog  x9034  rielermari,zb777200  KwaZul^  (0)' M IS! ^7596 


Your  cooperation  to  ensure  that  all  these  requirements 
Kindly  acknowledge  receipt  of  this  letter. 


are  met  would  be 


Yours  sincerely 


Signed 


Executive:  KwaZulu-Natal 


Enquiries: 

Telephone: 

Fax: 

Email: 


Vanuja  Maharaj 
(033)  264  7444 
(033)  264  7596 

vanujam@agsa.co.Ha 


t 


much  appreciated. 


* 
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KW^ULU0NATTAHLE  ^URTv?NaAELNE^ELGls?ATUREMUnM,PAL  C0UNCIL-  AND 
STATEMENTS  AND  PERFORMANCE  INF^Lat^m  °N  THE  FINANCIAL 

district  municipality  for  the  year  ended  30  June  2*007 1 MGUNGUNDL0VU 

REPORT  ON  THE  FINANCIAL  STATEMENTS 
Introduction 

Umgungundtovu  Disfricf^unidpalft^wWch ' T"9  ■finan°al  statements  of  the 

30  June  2007,  income  statement^and  Msh'flowdl'afo86  ?!  balance  sheet  as 

and  a summary  of  significant  accounting  policies  and’othJ0'" ^ ySar  then  6nded’ 
set  out  on  pages  6 to  19.  9 P Bs  and  0 her  explanatory  notes,  as 

R«.p°n«iMlilv  of  Hi.  office,  fo,  ft. 

■ sr" " * 

as  set  out  in  accounting  policy  note  1 to  the  financial  yuSpec,fic  basis  of  accounting, 
required  by  the  Local  Government  M^n  cioal  Rn^  SSementB  and  in  the  ™r 
No.  56  of  2003)  (MFMA).  This  responsibilitytndudes  ManaSement  Act,  2003  (Act 

preparation  '^nd^^presen^ation^^nan  ' '?ie|n,al  contro1  relevant  to  the 
material  misstatement,  whether  due  to  fraud  or  epor  '3  that  ^ free  from 

selecting  and  applying  appropriate  accounting  policies 

making  accounting  estimates  that  are  reasonable  in  the  circumstances. 


Responsibility  of  the  Auditor-General 

3-  was  ks  a"irr»'  *»■  -«» 

Mon  126(3)  of  the  MFMA,  ZS  “ “ 2°«)  PM)  «f 

financial  statements  based  ony mv  audit  nJ  * ,express  an  opinion  on  these 

Standards  on  Auditing.  Because  of  the  matter  rife  d3aCe  Wlth  the  lnlemational 

of  opinion  paragraphs9  however  fwas  n^t obtain  BasiS  f°r  disclaimer 

evidence  to  provide  a basis  for  an  audit  opinion.  b SUfficient  appropriate  audit 

Basis  of  accounting 

4 ■™=»  fSSSSSKSK  1“iI  “ 

Basis  for  disclaimer  of  opinion 
Water  services  transactions 

5.  income  and  expenditure  of  R35  4 million  and  rrr  r mMr 
water  se.ices  provided 


1 


SS5k"  " "*>  “"««  »»  no,  ,oPPo„  „ ,,u 

local1  ^3S^m  an^sanitaBodiStnC‘  mUnidpality  and  the 

distnct  municipality  could  not  bTproduc^or  audi? °"  °f  the 
Consequently  ‘ 
completeness 
respectively. 

Payables 
CBPWP  balance 

s&iss?  -* — - ws^sassraa?; 

Consumer  deposits 

accuracy  « ample,™,,  0,  ,p«  i.  JSiSlS'JSS  SS  “ “ ■» 
Unspent  eondltlonsl  gmc  ^ 

included^irectly  in  income  forThe  year^^^  grants  Was  incorrectJy 

included  in  expenditure.  This  is  contran/  to  rprnnn^^6^^0  was  incorrectly 
these  funds  meet  the  definition  and  recoanitinn  .^n,sed  accountin9  principles,  as 

Sr  - *-  “tarT^C!SMp4l“S^^X"S, 

accumulated  M “» 

Capital  commitments 

7.  Supporting  documentation  in  resnect  of  thp  ^iw 

million  as  disclosed  in  note  25  to  \he  InnuaTfilnrT'  ba,ance  of  R216 
provided.  As  a result,  I was  unable  to  satisfV  mLSf  ^ f f?aterT!.*?ts  could  not  b* 
the  capital  commitments  of  R216  million  ^ y f as  to  the  validity  or  accuracy  of 

Receivables 

Unconfirmed  water  debtors 

schedules  could  be  provided.  as  a9ents  for  which  no  supporting 

As  a result, , couid  no,  verify  the  existence  or  recoverability  of  the  above  balance. 
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Long  outstanding  debtors 

8 2 ag^inlsTw^  has  bee^noted  ^ As  are^lM3^9  **  t0  1996  and 

as  to  the  valuation  and  recoverability  of  these  debtors  ' ^ 001  S3tiSfy  myS6,f 
Provision  for  bad  debts  ' 

^R^niinlon^or  supportirigr  dcfcume^^  dad  d?btS  °f  R8°  (2006: 

Furthermore,  included  Mother  debtors  of  rim  CU at'°n  C0U,d  not  be  Prov'ded. 
relating  to  water  debtors  manaqeb  bv  the  '*  an  am°Unt  of  R85  ™"ion 

services  on  behalf  of  the  district  municioalitv  and  tor  m^'clpa,,ties  Providing  water 
could  be  provided  to  reasonably  determine  what  the  n°  debtors  a9e  analysis 

a result,  I could  not  satisfy  myself  as  to  the^ee  P should  have  been.  As 
provision  for  bad  debts  of  R80  million.  reasonability  or  completeness  of  the 

Material  losses  through  fruitless  and  wasteful  expenditure 
Councillor  cell  phone  allowances 

a addition  to  having  ce„  phone 

records  relating  to  cell  phone  Account  ^i  , *%*!'*  °f  Sepsrate  accounting 
overpayments  made  to  councillors  which  has  not  he 6 t°dferniine  the  extent  of 
wasteful  expenditure  in  the  financial  statements 101  faeen  disclosed  as  fruitless  and 
of  the  MFMA.  tements,  as  required  by  section  125(2)(d)(i) 

Provisions 

Provision  for  leave  pay 

statements  and^L^l^unt'recalciTated  fromTe  T''  P Tf'0"  as  per  the  financ'al 
system.  recalculated  from  the  leave  balances  as  per  the  leave 

therefore  the  !aMty!' accuracj^nd  c'ompTetene^oftL^ea^^b  T*"8  ^ Pr°Vided' 

million.  pititeness  and  valuation  of  the  leave  provision  of  R2.4 

Fixed  assets 
Fixed  asset  register 

2.Tf2S?  SSS"?  *““««*  »«  not  b, 

the  asset  count  performed  taring  IheVar^hherefore ^ %°Vlded  lo  vslidate 

as  to  the  existence,  completeness  and  ’ ' “Uld  not  sa,isfV  myself 

R130  million.  completeness  and  valuation  of  the  fixed  assets  of 

Capital  projects 

provided10  TheSd  So^ntingTn^inTemal  controls  di^nT^  T'*  n°*  be 
audit  procedures  therefore  I could  not  satkfTmw  £ d.d  ot  perm,t  alternative 
valuation  of  capital  projects  included  in  fixed  asse*  addffions  ^ C°mpleteness  or 
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Physical  verification  not  possible 

on  t^fer'oTwater  ^ Water  WOrks'  taken 

physically  verified  as  no  supporting  documentation could  noi  be 
be  provided  for  audit  purposes  a result  fn  l ?'  ta! ed  schedu,es  could 
existence  of  these  assets.  ' C0U  d no  sat,sfy  myself  as  to  the 

Incorrect  accounting  policy 

114  useful  ,ives  “ 

Appendix  C to  the  financial  statements  do  not  disHn^p9  S°UrCe'  Furthermore' 
redeemed  and  other  capital  recpinte  PX/<an  d'S(dose  any  movement  on  loans 
million  have  been  recorded  P th°Ugh  *Xed  3SSet  additions  of  R26.7 

Borrowings 

Balance  does  not  agree  to  confirmation 

ZSSrggfZSE ? r ™’  =-* « 

confirmed  by  DBSA.  million  in  excess  of  the  amount 

As  a result,  long  term  liabilities  are  overstated  by  R1  million. 

DC  29  liability  not  supported 

of^R  1 2CH OtMas  pefnote ^ tolhe^nancfa]  statem  J™™  ^ P™'°US 
by  any  valid  documentation  It  could  also  not  wfc  “a  d " j be  subslantiated 
relates  to.  As  a result  I r 6 ascsrtamed  “bat  the  liability 

municipality’s  obligation  to  settle  this  debt.  3 ISfy  myS6'f  SS  *°  the  validity  and 

Accumulated  surplus 
Lack  of  information 


12.2 


13.1 


R^s'^inon'a's  pe ^ncrteT S^the  fii^ncia^ tatement  ^ a£proPdadons  totalling 
audit.  As  a result  I could  not  sati^/  mwcaif  3 tem®ats  could  not  be  provided  for 

net  aPProPriations  off^5  mn*ion  processed^againsUh^accumulated  smpius!^6 


Disclaimer  of  opinion 

14.  Because  of  the  significance  of  the  matters  describpd  in  th*  -nr  i • 
opinion  paragraphs,  I have  been  unabln  m nht  ^ B ,or  d,scla|mer  of 
evidence  to  provide  a basis  for  an  audit  ODinion  nn  th  StJfficient  aPPr°priate  audit 

Umgungundlovu  District  Municipality.  Accordingly  I domfpv^3  Statements  of  the 
financial  statements.  9 y.  I do  not  express  an  opinion  on  the 


Emphasis  of  matter 

15.  I draw  attention  to  the  following  matter: 
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Sisonke  District  Municipality  loan  account 

is  owed  by (SisonkenD!stridSMunWpaHty°ThbCdebtor~a^SOnf8  Municipalily 
transaction  process  and  is  still  under  discussion  =nH  5S  fr°m  ffle  de™a''cation 
drawn  to  note  7 to  the  financial  statements  iit  this  regard.10  SPUfe  Attenti°n  is  also 


OTHER  MATTERS 

audit  of  the  financfa/steternentsf  matterS  that  SrS  andl,a,y  to  my  responsibilities  in  the 

Non-compliance  with  applicable  legislation 
Municipal  Finance  Management  Act 

17.  The  following  non-compliance  with  the  MFMA  were  identified: 

• Disclosure  in  respect  of  tayp=;  a/at\  • 
nctindud  ed  in  the  financial  staLinfs 

also  not°disclosed  in'Sestol Se^nStementf  ^ ^ M™A  Was 

‘ required  by  saotion  65J)  t)oftUeMmT  Withi"  3°  dayS  °f  the  inVoice  date  a® 

Supply  Chain  Management  Regulations  (SCMR) 

contracts  wer^not^rnadr^equireTby  para  ^ 'n  reSpSCt  of  awarded 

Management  Regulations,  which  compels  bMders ’to  h5  f the  Supp,y  Chain 

inteJtir  ‘hey  haVS  " thS  ttZZ'Zfo  OS*  * 

the  municipally1 haf  and  °fficer  must  ensure  that 

financial  and  risk  management  and  internal  control  ThP  r^nfparent  systems  of 
causes  of  the  matters  indicated,  as  thev  relate  tn  thl  b®  °w  depicts  the  root 
control.  In  some  instances  deficiencies  exis t in  In  components  of  internal 
component.  Ienc,es  exist  ,n  m°re  than  one  internal  control 


Basis  for  disclaimer 


of  opinion 


Water 


transactions 

Water 


Payables 


Capital 


commitments 
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4. 


Unaudited  supplementary  schedules 

these  schedules  and  accordingly  I do  not  express  an  o^ton  onthem^®  ^ 


OTHER  REPORTING  RESPONSIBILITIES 
Reporting  on  performance  information 

21 . I was  engaged  to  audit  the  performance  information. 

“?  <*"  to  to  (.,*>»,„« 

200^C(Act' No" 32^^000^  (MSA)^  '**'*  ^ Governme^ Munidpal  Systems  Ac* 

Responsibility  of  the  Auditor-General 

Wi‘h  13  **•  ™A  read  with 

2007  and  section  45  of  the  MSA  Gazette  No.  29919  of  25  May 

audit  nature  to  obtain")^  Performing  procedures  of  an 

information  and  related  systems,  processes  and^n®®  Hb°Ut  the  perforrnance 

selected  depend  on  the  auditor’s  judgement  procedures-  The  procedures 


6 


I 


basis  for  the  audit  findings" rep^dte/oT  " 3"d  aPP™Priate  to  provide  a 

Audit  findings  (performance  information) 

Non-compliance  with  reguiato^  requirements 
erformance  Management  System  frame™,  u 
26.  A framework  that  describes  an  °f  n0t  approved  bV  councij 

of  performance  planning,  "monitoring1113  mT  ^ municiPaliVs  cycle  and  process 

mss^mms 

No  monitoring  of  performance  information  ' 

p 

Performance  information  not  received 

2STSSS  ST  “*  ■»  a™.l  performance  „ 

appreciation 

31.  The  assistance  rendered  by  the  staff  of  thB  i / 

the  audit  is  sincerely  appreciated.  ""  Um3u"3^lovu  District  Municipality  during 

ugUJco  c -<3  er^/o\ 

Pietermaritzburg 
14  December  2007 

. » 
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